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1. Introduction

The determinants of government expenditure are titapbfactors that are
relevant for managing fiscal imbalances in develgpcountries, Nigeria
inclusive.This becomes more pungent when development chalkesigch as
poor infrastructure, high level of unemploymentsdourity of life and
properties are bloomingThese developmental challenges persist in Nigeria,
despite the huge government expenditure that adgdted annually to solve
them. Based on this, diverse fiscal policies messare been adopted by the
Nigerian government with the aim of managing pulelkpenditures. Some
of these policies include reducing total expendsyincreasing taxes in the
society as well as adopting a not fashionable amtroof Central Bank
financing, which Udoh (2009) has referred tdresdevil’s alternative.

In utilising the option of curtailing bogus goveranm expenditure,
some theories have been postulated to explainghaviour of government
expenditure. Some of them, identified in the litera include: excessive
government revenue-the revenue-spend theory (cognthtat the spending
level in an economy should adjust equivalently te volume of revenue
generated in the economy). Others are the econgmiwth inducing
government expenditure-Wagner theory (Bird, 197figlitical instability
inducing government expenditure-Peacock and Wisem@placement
theory (Peacock and Wiseman, 1961); and the gowarhatecentralisation
inducing government expenditure-Leviathan theorydgen, 2003).

Despite these theoretical postulations and the iggpwolume of
government expenditure in Nigeria and its margo@lelopment outcome,
the determinants of government expenditure in Négkas not received in-
depth empirical examination in the light of thekeee theories. Few studies
(e.g. Aregbeyen, 2006; Aruwa, 2010; Babatunde, 2QkkEnobong, 2011)
have made attempts but with different conclusioegarding the rising
government expenditure vis-a-vis economic growth bligeria. Taking the
case of of the Wagner's theory; there are instanvdasre the value of
government expenditure increased but accompaniedrggative economic
growth. For instance, from 1966 to 1968, the Nigeeconomy growth rate
fluctuated between -4.25% and -1.25%, while govemmexpenditure
growth rate increased from 1.12% to 58.96%. Likewisluring the
Structural Adjustment Programme (SAP) of 1986, Migerian economy
witnessed a reduction in growth rate of 2.51% (}9&6d 0.1% (1994),
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while the government expenditure growth rate ineeeafrom 35.72% to
54.62%. These evidences suggest that the behawbugovernment
expenditure sometimes follow a contradictory trevith economic growth.
Thus, the government expenditure can be explailyesome other factors
apart from the growth of the economy. This is whitie study makes its
contribution by testing the government expendifoebaviour in relation to
public expenditure’s theoretical postulations.

The rest of the study is organised as followsrdiigre review is
presented in the next section; method of analysik empirical results are
presented in the third and fourth section respelstiwvhile the last section
concludes with some policy recommendations.

2. Some Insights from Literature on Determinants of Gover nment
Expenditure

The determinants of government expenditure haveived considerable
attention in the literature and some theories emjplg this phenomenon
persist. Popular among these theories includeWhgner theory, Peacock
and Wiseman-Displacement theory and the Leviathaory.

The Wagner theory postulates that the governmeperaditure
increases as a result of industrial and econonmaavtly in a country. This
theory further emphasises that there is both amlates and a relative
expansion of the public sector at the cost of ttwevth in the private sector.
This is rooted on the assumption that during amistriblisation process, as
the real income per capita of a country increases, share of public
expenditure is also expected to increase (Serermh Amdrea, 2011,
Babatunde, 2011). This suggests that the developmdéme industrial sector
of a country will be accompanied by increased gowemt expenditure.
Therefore, increased government expenditure (rectior capital) occurs to
maintain the industrial and growth process.

Bird (1971) justifies this postulation based onethievidences: the
administrative and protective functions of the goweent would require
huge capital expenditure outlay; there will be theed for increased
provision of social and cultural goods and serviasghe industrial sector
grows. The government expenditure would be neenl@tanage and finance
natural monopolies and ensure smooth operationeofriarket forces.
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It is also argued that government would have coatpar
advantages (e.g. capital) alongside the privatisét a growing economy
(Rowley and Tollison, 1994). This is because thewdin in the economy
will attract shocks within the system and to anelie the effect of these
shocks, the government’s intervention becomesmti Furthermore, the
industries set up by the private sector will lookward to the government’s
involvement in ensuring sustainability and effeetiess through the
provision of key facilities such as: infrastructsirehealth services and
security. The provision of these facilities willvimlve an increase in
government expenditure. Therefore, the main pastnleof the Wagner's
theory is that government expenditure usually iases to match the growth
rate of the industrial sector of the country.

Another popular theory that explains the behavimugovernment
expenditure is the Peacock-Wiseman Displacemerryhelhis theory
stems from the seminal work of Peacock and Wise(t861) who argued
that a country’s government spending does notvwobosmooth trend, but
some ‘jumps’ at discrete intervals as a resultalitipal instability. Peacock
and Wiseman propose that the government expendibfir@ country
increases during periods of social, political amdn®mic upheavals. The
theory has three underlying assumptions, whichuohel government can
always find ‘profitable’ ways in terms of its votes expand available fund;
citizens in general are susceptible to higher taaed government must be
responsive to the wishes of their citizens (Herwakd993). This implies
that during periods of tranquillity and relativetioaal peace, the incidence
of tax will be fairly stable and consequently reelsicthe government
revenue. However, during periods of national pditiinstability, the tax
levels seem to increase (displaced upward) andecomesitly shifts the
government expenditure to a higher trajectory.

Sanjeev, De Mello and Sharan (2001), using pangtession
techniques from 120 countries found that total govent expenditure and
arms procurement in relation to the GDP, increagdiu political upheavals.
In a more recent study, Olakalns (2010) examinedtrtdnd of government
expenditure in the United Kingdom and found som&ances where the
ratio of government expenditure to GDP displayedcstiral break. A key
feature of their finding is that, two instancesnmmiiled with major social
upheavals. This is a reflection of the displacentiegory.
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The third theory that explains government expemditis the
Leviathan theory. This theory proposes that thereggie government's
intervention in the economy will be reduced as threes and expenditures
are reduced;eteris paribusRodden (2003) asserts that the Leviathan theory
emanates from the fact that the central governnseviewed as a ‘revenue
maximising leviathan’ that seeks to maximise heveneie by fiscal
decentralisation of the central government monopaty taxation. This
theory maintains that the more decentralised thdraegovernment, the
lower the government spending in the economy bec#us decentralised
unit will be responsible for revenue generation aedpenditure
disbursement. By this, the pressure on the cegira¢rnment reduces and it
is transferred to the sub-units.

In Nigeria, Olayiwola and Osabuohien (2010) desatibthis
situation adiscal hydrocephalyswhere the leviathan trait is obvious as the
federal government (FG) has overbearing fiscalsgliction (legislation,
administration and collection of taxes). In effdtie FG legislates’ over 15
tax types and administers/ collects eight typetarf the state government
(SG) legislates six types of tax and administerdypes of tax. While the
local government (LG), which is the lowest cadreimlic administration in
Nigeria has no legislation over any form of tax,dant only
administers/collects only two types of tax (Fedénddnd Revenue Service-
FIRS, 2008; Olayiwola and Osabuohien, 2010).

Some evidences have been observed mainly usingrdataUnited
States of America, Canada and Swiss (Rodden, 26@8yever, not much
evidence exist using data from developing countikesNigeria.

3. Empirical Model and Estimation Technique

The study formulated an econometric model thatteslagovernment
expenditure with indicators of economic growth, ificdl instability and
government decentralisation. This is intended topigoally test the
relevance of the three theories in explaining tehaviour of government
expenditure in Nigeria. Thus, the econometric maslstated as:

Gexp = f(Gdpg + Polinst + Gdiscen+ )
1)
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In an explicit form, the model can be rewritten as:
Gexp = fo + f1Gdpg + p.Polinst + f:Gdiscen+ L,
(2)

Where:

Gexp: Government expenditure, proxied as the total govem
expenditure (i.e. the sum of recurrent expenditune capital expenditure).

Gdpg Real economic growth measured as the growthofaBDP.

Polinst Political instability. The indicator of polititanstitution (Polity
IV) as reported in World Development Indicators ddtas¢he World Bank
(2012) was used as a proxy. The value ranges ftonfworst) to +10 (best).
The political institutions measure was used becatiser direct measures of
political instability such as estimates of battkaths in civil war and the
intensity of civil war, did not report data for thperiod of interest of this
study. However, the proxy is able to capture thength of government
autocracy (-10) and democracy (+10). In Africa, strength of autocracy of
the government has been observed to fuel violemzk rabel activities
(Collier, 2008). The military era in Nigeria is ase in point, where there
was a lot of political instability as a result ofopest against the then
autocratic government.

Gdiscen  Government decentralisation is proxied as th#o raf the
government revenue allocated to states to totarédjovernment revenue
(i.,e. government revenue allocated to states divithy total federal
government revenue). This measures the strendtredfederal Government
(FG) revenue generating capability compared tdStage Government (SG).
The Leviathan theory suggests that the level obguwent decentralisation
can be measured as the tax revenue that the SGatgEnerhe assumption
behind this is that the more the state generatesue from tax, the less the
aggregate federal government expenditure becaese@hwill be capable of
engaging in expenditures needed in their jurisgiictDates (1985) identified
two measures for government decentralisation, whicblude: fiscal
centralisation ratios and a non-fiscal index ofeatemlisation. The former
utilises either the SG’s share of state-local reesnor the state share of
state-local total expenditure. These measuresingdirporate the magnitude
of state government revenue and expenditure ascaafatotal revenue and
expenditure inclusive of local government revenud axpenditure. This
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variable gives information on theze of the state government’s revenu
relation to the federal government.

The data for the variables was sourced from SizdisBulletin of
the Central Bank of Nigeri@BN (2010) for the period 19-2009. This is
with the exception ofpolitical instability that was sourced from Wo
Development Indicators of the World Bank (20

The time series property of the data was examiaatketermine th
order of integration by investigating the unit rgobperties of the serie
Both the Augmented Dickelyuller (ADF) and Phili-Perron (PP) tests were
used to ascertain the unit root properties of theable. These tests were
estimated both at levels and first difference. Thigepresented in equatic
(3) to (5):

«
AY, =0OY._, + Zﬂ:s‘?’:_: T &

i=1

3
Constant and no trend moc
H
AY, = ag + w¥,_, + ZI,E:-,J.}’:_:. + =,
i=1
(4)

Constant and trend model:
-

AY, = og + ot + w¥_y + Z;?;-.iﬂ":_;- + &

=1
T - - (5)

Where 4Y: =Y, =Y., is the first difference of the serieY..

Furthermore2Y:—y = L{¥ .1 = Y:—2}, which is the first difference of.,.

A, v andp are the parameters to be estimated, wk; is the stochastic
disturbance term. The chosen lagged terms was egdntd ensure that tl
errors are uncorrelated. The difference betweeneth&tions (-5) lies at

either the inclusion or the elusion of the deterministic eleme &g + ¢zt
. For instance, equation (3) does not have constaattrend, equation (-

has constanfe  but no trefigt , while equation (5) has both const &g
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and trend@zt Further robustness check was carried out by applyia PF
test to validate the result from the ADF .

After ascertaining the unit root property of thendi series, th
cointegration test was estimated to determine ahe-run properties of the
variables. This study adopts thpproach oMiller (1991), which involves
estimating the cointegration regressions with CadirLeast Squares (OL
by using variables with the same order of integratand then testing fi
stationary residuals of the cadgfration regressions. After this, the e-
correction model was formulated by including thetee error correctiol
term, which is stated as:

AGexp = fo + f14Gexp+ .4Gdpg + BaA4Polinst + S,Gdiscern; +
ECM 4 + 6)

The study is notonly interested in establishing the le-run
relationship, but to establish the causality betwé®e variables and t
impulses that may occur due to the behaviours efdther endogenol
variables in the model. The Vector A-regressive system of estimation and
the Innovation Accounting estimation technique wese¢. The Vector
Auto-regressive (VAR) equation is stated

k
> By
AGexp = fo + pGexpys + =1 AGexp; +
k

k
> Ba > Ba
i=1 A4AGdpg: + i=1 4Polinst; + Gdiscern; +
()
Where:e.; is the error correction ters, (i= 1-4) are the parameters
andis the white noise disturbance ter

Some studies noted that performing a stationagiy for measures that do not readily che
may not be appropriate. This study took note of @md results from the stationarity t
further buttress this stance.
2 This also referred to as the Autoregressive Distdt Lag (ARDL), which makes ttorder
of stationarity among the dategrating vectors not essen.
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4, Resultsand Discussions

We began the econometric estimations by obsertiegiéscriptive statistics
of the variables. Then the econometric analysésvol

4.1. Descriptive Analysis

The total government expenditure in Nigeria, likesthcountries, includes
the capital expenditure and the recurrent experaitulrhe capital
expenditures include government expenditures onrashiuctures,
educational facilities, investment and developnexpenditure. This kind of
expenditure involves physical asset as well aagitdes such as education,
research and development and every other expeaditit improves the
functionality of the assets, distinct from repgsavina, 2009). On the other
hand, the recurrent expenditure includes those skindl government
expenditures that the benefits are not expectbe wonsumed within a year.
This kind of expenditure reoccurs on an annual shasnplying that the
government is expected to engage in this kind pkeagiture on an annual
basis.

Figure 1 Categoriesof Government Expenditurein Nigeria
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1,500,000.00
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Source:  Authors’ computation using data from CBN StatidtBalletin (2010)

Figure 1 illustrates the trend in the volume of thevernment
expenditure in Nigeria (measured in local curreooyt —Naira,=N for the
period 1961-2009. From the figure, the recurrempieexiiture of the Nigerian
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governments’ has remained higher than the capipemditure. This is
especially from the early 1990s onward. From thisiqul, there was a
distinct gap between the capital and recurrent mdipgre. In 1961, there
was a slight gap between both expenditures, agdhernment recurrent
expenditure {496.86 million) was only slightly more than the dapi
expenditure {487.04 million). This is compared to 1971 when thep g
increased sporadically with recurrent expenditufd823.60 million)
becoming many fold more than capital expendited@ 760 million). In
1981, there was a reversal in the trend as governgapital expenditure
(N6, 567 million) rose slightly above the recurrerpenditure £M, 847.00
million). After this period, the government recurt@xpenditure has been on
the increase. In 1991, the recurrent expenditure #&8, 243.00 million,
while capital expenditure was28, 341.00 million. In 2001, the value of
recurrent expenditure increased<679.00 billion, while capital expenditure
was-M38.00 hillion. In 2002, recurrent expenditure eeaabout two fold
more than capital expenditure. Similar trend waseoked till 2009. It is
important to note that economic development reguireore capital
expenditure than recurrent expenditure. This isethaen the fact that
expenditure which enhances development includesettimat are channelled
to infrastructural development, research and dewveémt equipment and
energy.

The government recurrent expenditure was furtheoiposed and
presented in Figure 2.

Figure 2 Ratios of Government Recurrent Expenditureto Total Recurrent Expenditure

.
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Source:  Authors’ Computations using Data from CBN Statidt@alletin (2010)
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In Figure 2, the composition of total governmentcureent
expenditure- administrative, social and communigrviee, economic
services, and transfers was represented. Betweepetiiod 1961 and 1967,
the government expenditure on economic servicescluGive of
infrastructures) was the highest component of guwent expenditure,
followed by administrative expenses, with the leding transfers.
However, in 1967, during the Nigerian Civil War,ettcomponents of
government expenditure took a new turn; transfemd administrative
expenses rapidly increased. However, the econoanidces and social and
community services remained low. Afterwards, gowant expenditure on
transfers has remained the highest component @rgment expenditure.

In most part of the period, government expendituoe
administration such as expenditure on general adtration, internal
security/defence and expenditure on national adseramained the second
highest component of government expenditure in filigexcept for 1975-
1983 and 1995-1999. During these periods, Goverhragpenditure on
economic services and social/lcommunity servicesiq@ibn and health
expenditure) had the lowest value, compared to rottmmponents of
government expenditure. The values, in terms ofcqréage to total
government expenditure, were below other componentgovernment
expenditure. This implies that in most part of theriod, the Nigerian
government expenditure centred more on the repayofedebt (transfers)
and the administration of the country (administnatiexpenditure). Less
attention has been paid to the development of strirature as well as the
provision of social goods such as education anttthservices.

A cursory examination of the tri-theories of govaant expenditure
as presented in Figures 3-5 are discussed hersishdwn in Figure 3, the
government expenditure growth rate is plotted Wi economic growth in
a trend analysis. This is to examine the componehtd/agner’s theory,
which postulates that the government expenditureeases as the economic
grows (Babatunde, 2011; Serena and Andrea, 2011).

From Figure 3, all through the period, the groveterof government
expenditure and the real GDP growth followed simitajectory. This seems
to suggest that the growth rates of GDP and goventhm@xpenditure had co-
movements. For instance, in the period 1962 goventr@xpenditure growth
rate was 2.1%, while the growth rate of GDP wa®/@3&nd in 1965 the
growth rate rose to 7.3% while the GDP growth rase to 6.8%. Similarly,
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in 1967, both measures witnessed a decrease irgtiogith rate to 1.1% and
-1.7%. The values further rose to 35.6% for govemmtrexpenditure and
0.7% for GDP. This trend persisted until 1971 wheth components fell to
10.3% and 11.8%. The growth rate in 1976 was 32f@Pogovernment
expenditure and 7.3% for GDP. Since similar patierobserved between
government expenditure and growth rate of GDP, usaldty test in this
regard will be relevant for examining the directioh causality, which is
further explored in the empirical section.

Figure 3: Growth Rate of Government Expenditure and Real GDP Growth
7= .

— GDP
Sour ce: Authors’ Computations using Data from CBN StatatiBulletin (2010)

Another theory is the Peacock and Wiseman (196%plBtement
theory which purports that government spending dagsfollow a smooth
trend; but instead appeared to ‘leap-frog’ at @serintervals. Put
differently, government expenditure tends to riséhwhe occurrences of
political instability, war and other measures afistal upheavals/distortions.
Figure 4 illustrates the trend using two measurgsswth of total
government expenditure and political instability.
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Figure 4: Total Government Expenditure and Palitical | nstability
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Note: The classification of the periods into A-E wasetially informed by the noticeable
pattern on the indicator of political instabilityvhich also denoted some important
political/governance history Nigeria that may haeene effects on government expenditure.

Source:  Authors’ Computations using Data from CBN Statidt@alletin (2010)

The measure of political institution (extent of @aracy) was used as
a proxy for political instability because most bétclamours that degenerate
to uproar are expressions of political discontemimié political institutions
are weak, it can lead to the development of oppéstic behaviours and rent
seeking by few elites who are in control of theaaff of the government.
Some scholars have described this as ‘politicatoltigg’ (Adewole and
Osabuohien, 2007). This scenario can lead to lomn@mic performance
and high probability of internal insecurity. Thisash been noted to
‘bedevilled’ fragile and weak institutional framethtes (Baliamoune-Lutz,
2009). In line with Baliamoune-Lutz (2009), we ube polity 2_polity 1V
variable as reported in World Development Indicat@012 to measure
political instability. The values ranges from -104t10, the higher the value,
the stronger the political institutions.

In Figure 4, there are some evidences in the diegdlarend that
seems to support the Peacock-Wiseman Displacerneatyt For instance,
in Figure 4, government expenditure was low durihg early post-
independence period (1961-1966). The governmemerediture during this
period ranged fromm-N63.00 million to-A255.00 million, when there was
stable political terrain with values ranging fronto78. In the period 1967 to
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1978, which was the period of civil war and postlaoivar in Nigeria, the
government expenditure ranged fror258.00 million to about—BLOO
billion. When the political terrain became fairlggceful again in the period
1980 to 1984, government expenditure was withinréimge of about-19.00
billion to N 14.00 billion.

In the latter period 1985 to 1999, Nigeria witnesseme forms of
military change of government, civil unrest andtsjothe government
expenditure during this period was within the ramgeN13.00 billion to
N947.00 billion, while political stability was withi the range -1 to -7.
However, in the transmission era from military tembcratic era (2000-
2009), the government expenditure ranged fren®Nbillion to aboutIs
trillion®, while the measure of political stability was Faistable.

The trend in Figure 4 can be categorised into difkerent scenarios
using political instability variable denoted as AaBd summarised in Table
4.1. The Table describes the growth rate of goveniraxpenditure for the
five scenarios and the mean value of politicalahsity for each of the
periods.

Table 4.1: Scenarios of Gover nment Expenditure and Political Instability

Mean Growth Rate of Mean Political
Scenarios Government Expenditure Institutions

Periods

1961-1966 A 0.0941 7.67
1967-1978 B 0.4090 -7.00
1980-1984 C -0.0886 7.00
1985-1999 D 0.3903 -5.87
2000-2009 E 0.1949 4.00

Source: Authors’ computations using Data from CBNL@0World Bank (2012)

From Table 4.1, the different scenarios show thatgrowth rate of
government expenditure was higher for the peridgmbtical instability but

3 Inflation might have some influence on the figuHowever, since emphasis is on the
growth rate and variables are compared at the pamed, such effect will fizzle out.
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became lower for the periods of political stabilior instance, scenarios A,
C and E were periods of relative political stapilitith mean values of 7.67,
7.00 and 4.00, the average government expenditoketly rate for the same
scenarios were 9%, -0.08% and 19.49%. In scen&ia@sd D, political
instability was prevalent with average values o0@7and -5.87, the average
government expenditure growth rate was 40.90% &h@3%6. This gives
some indication that the pattern of the Nigeriamegoment expenditure has
traces of the prediction by the Peacock-WisemaplBtgment theory.

The Leviathan theory, which is the third theoryrigeinvestigated in
this study proposes that the aggregate governmeantsion into the
economy will be reduced;eteris paribus,as taxes and expenditures are
reduced. An overview of the trend between the dgnorate of government
expenditure and the strength of the Leviathan, iwhvas measured as the
ratio of state government revenue to the total riddgovernment revenue,
was illustrated in Figure 5. From the Figure, thealp of government
expenditure corresponds with the reduction in thength of the leviathan.
Using the ratio of state government revenue toidke federal government
revenue, the strength of the leviathan will be itasti from a lower ratio of
state government revenue to the total federal gwrent revenue, and vice
versa. The lower ratio signifies that the state egpment revenue is
increasing in magnitude compared to the federalegowent revenue.
Although a clear trend may not be identified witte trelationship, further
empirical analysis will be performed to establisbr (otherwise) the
relationships between the variables.

Figure5: Growth Rate of Government Expenditure and Fiscal Decentralisation
il e

Leviathan

— @ — Total Government Expenditure

Sc;Urce: Authors Computations using Data from CBN Statistialletin (2010)
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From the descriptive analysis, the theory that hegilains the
government expenditure behaviour in Nigeria cartmeotlearly established.
However, we took a step further in our economedsitmations, as reported
and discussed in the next sub-section.

4.2. Econometric Results

The econometric analysis engaged the cointegrégigtrio establish the long
run relationship between the variables, the vagardecomposition
technique, based on Vector Auto-regressive (VARpragch and the
causality test was also estimated. The unit rositwes first estimated and
reported in Table 4.2. The Augmented Dickey Fullest (ADF) and the
Phillip-Perron (PP) test were employed.

Insert Table4.2 Here

From the results in Table 4.2, it is evident tiat hull hypothesis of
a unit root is accepted for all the variables aele except the growth rate of
GDP, where the hypotheses was rejected when the rooi test was
conducted for intercept and no trend. Howeverhair tfirst differences, the
result revealed that all the series were stationahge implication of the
results is that all the variables are | (1) ordérirdgegration, with the
exception ofGdpg However, much discussion and emphasis is naefdla
on this test because the test for unit root isanpterequisite for estimating
the VAR model. As Marcet (2004:4) notes, VAR does take cognisance
of over-differencing. This is because the VAR modeall be correctly
adjusted by the moving average representation efptbbability values of
the models. Thus, reliable results about thevation in a VAR model can
be obtained by combining the process 1(0) and Qthers like Sims, Stock
and Watson (1990) have made related observation.

Having ascertained the unit root properties ofviduéables, the study
estimates the cointegration equation by performmg@rdinary Least Square
(OLS) regression using the first differenced vaeabThe residuals from the
estimation were determined and a unit root testfwdker performed on the
residuals. The criterion for determining the existe of co-integration
relationship amongst the variables is by testing thsiduals from the
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regression for the presence of unit root at leviélshe null hypothesis is
rejected, then it is expected that the variable® lBalong-run relationship.

Insert Table4.3 Here

In Table 4.3, the long-run relationship was testatlvidually for
government expenditure and the three explanatoriablas. The results
indicate the existence of a long-run relationshigiween government
expenditure and the three explanatory variableis iShevidenced in the test
statistics of the unit root tests that were gretttan the critical values at
levels. Another long-run test was estimated for ¢benbination of all the
variables, and the result also confirmed that therésts a long-run
relationship among the variables in the model.

The causal relationship and the response of gowarhm
expenditures to shocks from behaviours of the otxglanatory variables
were examined. The selected lag structure wasfaged on the Akaike
Information Criteria (AIC) selection statistic. Bhliag structure was used in
estimating the innovation accounting-variance dgmmsition and impulse
response within a ten year forecasting period. Wmance decomposition
result is reported in Table 4.4.

Insert Table4.4Here

From Table 4.4, the government expenditure in Négewas
explained largely by its past value (50.16%) in Heventh period, only
8.06% by the past value of economic growth and%.8% the past value of
political instability. The fiscal decentralisatioexerted relatively large
influence on government expenditure as its pastievaxplained about
32.85% variation on government expenditure in tbeeath period. This
implies that, apart from its past value, fiscal efgcalisation is a crucial
factor in determining the behaviour of governmexpenditure in Nigeria.
The VEC granger causality test reported in Tabfefdrther confirms this
finding that fiscal decentralisation is a signifit@eterminant of government
expenditure.

Insert Table4.5Here

As can be observed from Figure 6 in the Appendlig,itnpact of the
shock on government expenditure itself was highas, government
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expenditure /Gexp reverted to its mean value after a sharp decliies
means that government expenditure in Nigeria depeady much on its past
value. The effect on other variables is such thatgrowth of GDPAGdpg)
increased in the early periods but witnessed afiignt decline before the
value increased again to maintain its mean valuetie other periods.
Government decentralisatiofGdiscern) maintained a positive trend
throughout the period, while political instabilitfy/Polinst) experienced
decrease for a long period before it experiencetewmble increase towards
the end of the period. This is likely to be conedcto the return of
democratic governance system in May 1999. UnexgdBgtehe trend in
government expenditure and political instabilityldeved almost opposite
spikes and troughs, which implies that the measdirpolitical instability
responds in opposite direction to shocks from gawvemnt expenditure.

In segment B of Figure 6, the shock #@dpghad strong influence
on itself, with a sharp decline in the early peréodl the value reverted to its
mean values afterwards. The trend in governmenereifure (41Gexp)
follows a somewhat converse pattern compared toth¥Gdpg.This seems
to be at variance with the Wagner's theory, whiolstplates that the shock
in economic growth increases the value of governregpenditure.

In segments C and D of Figure 6, the impulse respaon shocks in
political instability (4Polisnt) and fiscal decentralisation are presented . A
shock in political instability, will result to a sewhat rise in government
expenditure after which it maintains its mean valoelater years. The
implication of this finding is that the governmestpenditure responds to
shocks from political instability by exhibiting ptse response
characteristics for the period, before maintairtirgmean values. This tends
to support the tenets of Peacock-Wiseman Displacemheory.
Furthermore, the reaction of government expenditarshocks from fiscal
decentralisation shows that a positive responsfighited by government
expenditurg4gexp)before the mean value is maintained.

The implication of the impulse response functiothest government
expenditure in Nigeria responds faster to shockgailitical instability and
fiscal decentralisation than economic growth. Thebnsission supports
Babatunde (2011) who used bound test to arrivéaeatconclusion that the
government expenditure in Nigeria is not inducedebgnomic growth. The
implication of the above finding is that the Pedc@¢iseman Displacement
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theory and the Leviathan theory better explainsegowent expenditure
behaviour in Nigeria than the Wagner's theory.

5. Policy Recommendations and Conclusion

The study was motivated to make contribution todbbate on fiscal policy
aspect of macroeconomics. This is especially widgards to the
determinants of government expenditure in Nigefize effort was deemed
essential as not much empirical studies, focusimg explaining the

behaviour of government expenditure, with regarde postulations of
Wagner, Peacock-Wiseman and Leviathan theoriethédries), have been
carried out in developing countries particularlpgb in Africa The above
objective of this study was achieved by drawing eitgd evidence from

Nigeria for the period 1961-2009.

The result of the study shows evidences that govent
expenditure in Nigeria responds largely to fiscacehtralisation and
political instability and not economic growth. Thuthe behaviour of
government expenditure in Nigeria can be understamd the orthodoxy of
the Leviathan and Peacock-Wiseman Displacementidsanore than the
Wagner’'s theory. The findings of this study hawene implications for
policy, which are summarised as policy recommendatherein.

Given the finding that fiscal decentralisation dgheaand
significantly influences the pattern of governmerpenditure, then efforts
that will lead to revenue generations by the S@wernments (SG) will
help to solve some of the fracas caused by thee isuevenue sharing-
formula and its aftermaths (including the recenieffsubsidy removal’ in
Nigeria). This is because such approach would #asehallenge of over
centralisation at the level of Federal Governmé&@)( This is very germane
in Nigeria because she practices much of a cesadlisystem of
government, with little revenue generation auton@attgrbuted to the SG.

The above recommendation will also make the SGlassily seek
out competitive ways of improving their internatignerated revenue, rather
than depending excessively on the monthly allooatiom the FG. It will
also reduce the political tensions of revenue slgdiormula. This is because
the revenues from the FG will be minimal. With this place, the FG
expenditure will be reduced as the SG will havedbtnomy to generate
revenue and expend same, in ways they so deenegffid his calls for a

45



Government Expenditure in Nigeria:
An Examination of Tri-Theoretical Maas

review of the present fiscal structure in Nigevidjch will include emphasis
on true federalism and fiscal decentralisation.

Another important implication from the findings thfe study that is
worth stressing is the fact that political instapikignificantly determines
the behaviour of government expenditure in Nig€eFiaus, it is pertinent to
recommend that strategies that will ensure stremgtly of political
institutions to avoid the degeneration into padtignstability will help
reduce the gargantuan nature of government expeadih Nigeria. This
includes the calling of sovereign national confabere the issues of discord
such as ethnicity, religion will beroned out and differences will be
addressed, while common goals are emphasised. Thes,issue of
clientelism,elitism and rent seeking tendencies will be reduced. e
will lead to improved economic performance and oedilne high probability
of internal insecurity which will help to reduceetbver-bloated government
spending at the federal level.
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APPENDI X

Some of the Empirical Results

Table4.2: Unit Root Test

Augmented Dickey Fuller Phillip-Perron
Intercept no Intercept and Intercept no Intercept and
Variables Trend Trend Trend Trend
-0.1403 -2.3703 -0.1400 -2.4700
Gexp (-3.5777) (-4.1658) (-3.5780) (-4.1660)
-7.6119 -7.524 -7.6100 -7.5220
AGexp (-3.5812) (-4.1706) (-3.5810) (-4.1710)
-4.1903 -4.1374 -4.6380 -4.5840
Gdpg (-3.5885) (-4.1809) (-3.5780) (-4.1660)
-6.4358 -7.7038 -11.9000 -11.7290
AGdpg (-3.5925) (-4.1756) (-3.5810) (-4.1710)
-2.5611 -2.1399 -2.3610 -2.2530
Polinst (-3.5812) (-4.1658) (-3.5780) (-4.1660)
-5.7967 -5.8708 -5.7970 -5.8710
APolinst (-3.5812) (-4.1706) (-3.5810) (-4.1710)
-2.2259 -2.1798 -2.2170 -2.1520
Gdiscern (-3.5777) (-4.1658) (-3.5780) (-4.1660)
-7.5153 -7.5858 -7.5710 -7.7050
AGdiscern  (-3.5812) (-4.1706) (-3.5810) (-4.1710)

Notes: the values in bracket are the critical valueshef variables at 1% significant level.
signifies the first difference operator.
Source: Authors’ Computation
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Table4.3Cointegration Test results

ADF PP
Intercept no Intercept and Intercept no Intercept and
Variables Trend Trend Trend Trend
Gexp_Gdpg -7.6892 -7.6003 -7.6541 -7.5689
Gexp_Polinst -7.5707 -7.4876 -7.5679 -7.4856
Gexp_Gdiscern  -7.2301 -7.1601 -7.2301 -7.1601
All Variables -7.1695 -7.1169 -7.1641 -7.1126

Notes: The Critical Values (CV): Intercept no Trend =&.8 and Intercept and Trend =
4.1706.
Source: Authors’ Computation

Table 4.4: Variance Decomposition Percentage of Ten Period Error Variance
Period

(year) Std.Error (S.E.) AGexp AGdpg APolinst AGdiscern
1 0.2531 100.0000  0.0000 0.0000 0.0000
4 0.3565 60.3917 9.3960 6.1601 24.0522
7 0.3973 50.1641 8.0664 8.9244 32.8451
10 0.4025 49.1541 8.4884 10.0092 32.3483

Source: Authors’ Computation.
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Table4.5: VEC Granger Causality Test

Variables AGexp AGdpg

APolinst AGdiscern

AGexp 0.8466

1.6830 2.4954*

(0.5274)  (0.1681)  (0.4910)

4Gdpg 0.7321 1.7679 0.7050
(0.6049) (0.1488)  (0.6240)
4Polinst 0.9516 0.1784 0.0783
(0.4621)  (0.9687) (0.9951)
AGdiscern 0.4830 1.1914 0.9530
(0.7862)  (0.3361)  (0.4613)
Conclusion: AGdiscern AGexp —

Note: the values in bracket are the probability valttegject null hypothesis at 5%.

Source: Authors’ Computation

Figure 6: Impulse Responses Functions
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